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R OF:
MATTE Langston University--Satisfaction of Grantee Debt

IGEST:
B Subject to agreement of grantee, Department of Agriculture

-has discretionary authority to credit allowable indirect
grant costs to reduce debt of grantee growing out of mis-
epplied and unaccounted for funds advanced to grantee under
research grant authorities. In the absence of required
records of account, grantee under 7 U.S.C. § 450i is
responsible for providing satisfactory evidence of allow-
able expenditures in order to raise a presumption of
regularity in the expenditure of grant funds, \here later
accounted for periods include disallowed costs, however,
the presence of similar disallowable costs must be projected
as present during unaccounted for periods unless there is
proof to the contrary.

This decision to the Secretary of Agriculture responds to a
request by Assistant Secretary Robert W. Long for our decision with
respect to a plan to assess financial liability and make recovery
from Langston University of claims arising out of the administration
of 12 Cooperative State Research Service (CSRS) grants under 7 U.S.C.
8 450i. 1Im 1975 Department of Agriculture auditors found that
Langston University had insufficient fund controls and was unable to
account for the Department of Agriculture grant funds during the
period July 1, 1966, through June 30, 1974, They also found that
certain funds had been spent for other than grant purposes during
fiscal years 1974 and 1975,

The Assictant Secretary's letter summarizes the results of the
audit as follows:

"In the summary, it /the audit/ stated that control
over the use of CSRS advances was insufficient due to the
University's inadequate fiscal accounting and reporting
systems, The audit disclosed that prior to Fiscal Year
1974 there was no available documentation to support the
disposition of the advances of funds made to Langston
University which totasled $409,079.  The available records
for Fiscal Year 1974 and Fiscal Year 1975 disclosed the
following:
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(1) As of June 30, 1974, ths reported balance of
CSRS fuuds on hand vuas $152,225,89, whereas
a CPA fiem verified the cash belaace for all
University accounts as §24,620.83.

(2) Salaries of $22,113.74 were chorged to grents
in Fiscal Year 1974 and Fiscal Yezar 1975 for
worls thet did not pertein to (SRS zesearch.

‘l’ ar 1974 were

(3) Charzes to two grante sc
9 ue incorrect and

5 in
cvarstated by $22,401,34
inelipgitle charges.

Fisc
du

(4) 1Incorrect indirect costs and errors inm addition
emounted to §30,119.0G0,

(5) Langston University ewpended §97,706.3% more
than wag advanced Ly CS33 curing the paried
7717714 « 1/33/75, Tals {s based on @ z2er
balance st beglu-zqh of pericd since the cash
balance of €55 grant fungs could not be verified
on 6/30/74, 1t °7ﬂa incluvdes adjustments in
Indirect Coots and deduction of Warrant ko, 658704)
for $11,670 which w2s cancelled (11? £22.92 -
8,445,53 = 11,670 = 97,700.3%). These were mede
subscauent to the 2y "0, 1975 Audit Report
{60205-3-Te Supplement).”

Bascd on this sudit, advancement of funds to ths University was
suspended. The Assisteut Secretary's letter describes the further
steps taken as & result of the avdit findings as follows:

"after the visit to Langston University by fiscal &2
audit persomnel, it was detemmined that it would be
nearly iipossible to recoustruct the digposition of
funds prlor to Figcal Year 1974, A CPA fiwm hized Ly
the University s not gble to reconstruct records

for Fiscal Year 1974 exnenditures, The only peossible
method to roconsztruct the di“,osit on of pro-FY 19274
funds would rejulre somesae, with knowledge of expenses
incurred, to review the vouchers 2z they wore proccssed
by tbe State. Tha oaly person capable is the previous
Research Coordinator who rescigned over a year &go. Ia
Fiscal Year 197%, the overall level of cupenditures
gscen: realistlc as compavred with awards and there is
tangible evidence that services were remdered on
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research grants and for renovation of the physical
facilities used for the graat program. Annual pro-
gress reports for each grant during Fiscal Year
1967-1974 were reviewed by CSRS specialists and
certified that research was progressing satisfactorily.
# % % Fiscal Year 1975 records were in order and
expenditures could be verified. Subseguently, since
the February 1975 audit, a new Acting President &s
well 25 & new Dusiness lianager and Accountant have
been exployed by the Uaiversity and activity to
improve the overall financial management is evident,
In eddition, the University employed a mew Research
Coordinatox."

As a consequence of these developments and program considerations,
Langston University was allowed to obtain advances of funds agein
under tighter Department of Agriculture administrative contyols. The
Assigtant Soccretary states that the University's progress in achieving
fiscal accountebility for Federal funds has been eatisfactory.

Based on the foregoing circumstances, the letter of the Assistant
Secretary proposes the following plan for our approval:

"It is propesed that Langston Unlversity utilize
earned indirect cost, within the to-be-negotiated
time period, to make the emount of $125,243,58
availsble to suppert the curzent approved
aegricultural research program. The University
sould be required to documeat the amount of
indirect cost ecarmed by grants during the pay-
back period and to provide documentation that
these funds were being expended on the UCDA grants
that comprise the agricultural research progrem(s)
at this Institution.”

Further, the Assistant Secretary's letter indicstes that there
is no evidence of criminal liability for the vmaccounted for or mis-
applied funds, that satisfectory progress is being made by the
University in achieving fiscal accountability, and that the Departe
ment is taking steps to tighten the aduinistrative oversight of the
University's fipances to assure that there is no reoccurrence of the
deficiencies disclosed by the eudlt. The Assistant Secretary's

‘letter also indicates an awareness that there may be a tendency to

manipulate indirect costs as applied to repayment and says that
documentation of these costs will be required durlng the payback

"period. We assume that care will be taken to assure that future
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advances of funds under the existing grants are not available for
usa for indirect costs during the payback period.

Wwe have held as a matter of policy, that we would decline to
effect setoff (or withholding of pavments) ageinst gront funds
when to do so may interfere with ox inhibit the accomplishment of
the governmental purposes for which the grant was made. See, forv
exzmple, 43 Comp. Gen. 183 (1963), However, we would not object
to the use of indirect costs earned under these grants to pay off,
to the extent possible, a debt to the United States incurred by
the grantea when it obtained advances or reimbursements for expenscs
later detamined to be ineligible from those sama grants.

Our concurrence in this method is, however, subject to a
number of qualificatioms. VFirst, the University rust voluntarily
agree to repay its debt in this manner. Second, the Universiiy
end the Department must agree c¢n the amount of the debt owed and
must veduce the repayment agreement to writing., Third, any agree-
ment reoched must Le in accord with the Federal Claims Collecticn
Standards, & C.F.Re. § 101.1, et seq., must have & reasonably
restricted payback period and wmust provide for liquidation of the
entire debt in the event sufficient Indirect costs are not esrned
within that period., Finally, in its collection sctivities the bepart-
ment should recoznize the gemeral liability of the State of Cklehlionma
for this debt, since Langston University is a part of the Oklahona
State system of higher educatlon, 70 0.S. § 3201 (1971 cd.). The
Department should recover the delbit by setoff of other cmounts owed by
the Goverrment to the State if the method proposed does not, for

any reason, result in satisfaction of this debt.

The Assistant Secretary's request for our decision crestes
doubts as to whether the Department has eccurately sssessed the
extent of the University's liability. 7The final settilement pro-
posed totally overlooks the period from fiscal year 1967 through
1973 when “therc were no records at Longston University to verify
the disposition of funds" and fiscal yeer 1974 fox which some
records were available but for which a CPA fim "was not sble to
reconstruct records for ¥ % ¥ oxpenditures.,” The effect of this
proposed detamination would be to allow ell unaccounted for
expenditures for the periods in question.
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The justification offered by the Assistant Secretary for such
en outcone for fiscsl year 1974 snd prior years is that “Aunual
progress reports for each prant during fiszal year 19471974 sere
revieved by CSiS epecialists and certiffed that research was pro-
gressing satisfactorwily.” Additionally, for fiscal year 1974, he
days, "% %* % the ovevall level of expenditures scea rezlictic as
compared vwith awards and there is tangible evidence that services
were readered on rescarch grants and for resovaiion of the physicel
facilitics ussd for tha grent programe’’ The osgence of this
justification is that ss the gzranteo satisfoctorily performmed tha
gront program curing these periods, it has, by inferences iuncurred
2llowable expsnses. Vhile such an infevesce is valid to support ¢
conclusion that some ewncmses were incurred, it zlone falls to
provide a satisfactory basis to approve allowance of specific
expenditures of grant funds during the uazccounted for periods,

e pote that the oblization of the grsutee tnder 7 U.S.C.
g 4501 (1270) to keep adesuste financial records is clezrly expressed
in that scction vhich reads in part:

“rach recipiont of essistance uadsr this section
shall keep such reoord as the Sceretary way preserile,
including recerds which fully disclosz the zoount and
disposition by such recipient of the proceeds of such
grants, the totsl cest of the project or undertaking
in conmnection with virich such funds oxe given oy usced,
end the aount of that portion of the costs of the
project or underteking supplied by other sources, and
such other records 8s vill facilitate an effective
audit." '

Failure by Langston University to comply with this aund say other
recovdkecping requirescnts represents a scrious breach of its dutles
voder these grantis. ‘

Ve have been infoummed that sost of the graut expeasss during
fiecal years 1967 through 1973 vers salaries of research stalf, {ror
fiscal years 1967 through 1§71 the grants weve ealy $15,950 anually.)
In addition, for fiscal year 1974, physical improvements were made and
nay serve as evidence of graat expenditures for that year. 1t would
appear that en effort should be made to verily from program and salerxry
records aa much of these grant expenditures 23 possible.

On the basis of such records, the evideuce of physical jvmrovenents,
and the reports of the Department's grant maanzers that good progress
has been cade vnder these grants, we would b willing 4n this particuler
instance to sccept a limited presumption of regulerity. lHowever, since
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the history of financisl manaspeunent of the grants im question fcr the
15 months prior to Jaauary 31, 1975, reflects gpeclfic instances of
pisanplied grant funds, we believe it cen reaso n&bly be sasuied that
aimiier errors im similar circumstances emisted priox te the periad
for which recovds were kept., Thercfore unless the grantee can provide
proof Lo the contrary, the Departiment should maie anpronyriate adjust~
ments in calculating the anouut of the grantee's debt.

The method the Denavitment uses in these calculstions is within
fts discretion. Onc sucgesticn isg that it disallow the zazme pro-
porticn of funds, for similar types of expenses {rom the unace sunted
for period ag were disallowed for the period for vhich accounls are
available., Thig cmount cen be ascertained by spplying to the tatal
unaudited expendigures (£iscal years 1967 through Jwae 20, 1 1$7%), the
percastage of net avdit ad ustments to total claimod expeadituces for
the 19 pouth peried froa July 1, 1973, through Jamuary 31, 1275, fovw
vhich records were eudited, Lxpeaditure infoimaticn for ficcal year
1974 for use in development of thn applicable percentage should be
gvaileble {rom auvdit work papers.

Finally vith rezard to ectablishing the amount of the Univers
1iohility, in roviowing the audit o3 }lul SUﬂpli:d to us we foun
duplicste audit adjustments fox the pevied July ¢hrough Decenbar 1974

which indicate the possibility that Lh& proposed assessuent of
2133,243,53 has been overstated,

Ve did mot wmoke a detatled snalysis to detewmiune the amount of
overstatement, a tesk which sheuld be peviomed b" Deparbiacat of
Agriculture steff,

The following are soae apparent discrepanciesst

1. The salaty adjustments of $22,113.74 appear to coataia
nany duplicatzoﬂ For ex&npl the adjustaent
pertaining to k. Vencre en L“Lﬁﬂit B, itzacizuﬂ» 1 and
on Schadule 10, Attachment 2 contax. dunlicate
disallowance of $300 in gross selary. Similar duplicstions
seen to c:ist for tost of the other gross salary
disallowvances on Exhibit B,

2. The 511,070 disallovance pertaianing to architect fees
on Exhibit €, Attaciment 1, was includad in the §32,451.54
disallowance and was nlso disallowed separately in the
cotputaticn oun page 4 of the letter.
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3.

Audit adjustments cf $36,119 supported by Exhibit E,
Attachment 1, are applied against grast siard amounts
rather than against expenditures. Since the Lxhibit
hiceding identifies the workpaper as 3 reviaw of tudget
enounts, disallowuances for iteas such as addition
errors of $5,200 is not considercd since there is no
ghowing that the disputed mawuants were actually charged
o8 grent expense.

Also, tha indirect cost disallowauces on Exhibit I,
Attacirent 1, conflict with the showing on schedules 2
through 10, Attachment 2 of a consisteat grantec fellure
to claim allowable indirect cost.

- [RTFITKELLER

icHgg  Comptroller General
of the Uunited States






